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THAILAND 
OVERVIEW 


Like many others, the Thai economy is being adversely affected by 
the rising costs of energy and by increasing interest rates. Thus 
earlier more optimistic projections of growth in 1979 should be 
adjusted accordingly. Nevertheless, the economy will still likely 
reach a 6 percent real growth rate in 1979. 


Agriculture, while enjoying generally favorable weather and good 
international prices, has been adversely affected by an early end 

to the monsoon season which brought less than expected rains to 

fill up country reservoirs. Thus what started out as being an 
outstanding agricultural year now stands to be only very good. The 
trade deficit will likely exceed $2 billion this year. However, RTG 
authorities hope to hold the current account deficit to the $600-700 
million range. While there are no immediate problems seen in financing 
this deficit, the longer term implications of growing trade 

deficits are forcing some reconsideration of trade and investment 
policies. Export-oriented industries using Thai-produced products 
and components will get increasing emphasis. 


While the economy is doing well by international standards, the 
necessary internal adjustments to energy and interest rate increases 
are causing a record inflationary rate likely to reach 15 percent by 
the end of the year. Thus pocketbook issues are becoming an 
increasing cause of political discontent which in turn tends to 
limit the government's options in adjusting to the international 
environment. Additionally, the refugee crisis created by the 
Vietnamese invasion of neighboring Cambodia has strained the Thai 
Government's ability to deal with all of its problems. 


Nevertheless the country continues to enjoy a high rate of domestic 
and public international investment. The major development banks 

have signalled their intention of investing heavily in Thailand over 
the next several years. Aid from the international community has 

been forthcoming in helping deal with the refugee crisis. Tourism 

is running at near capacity levels while remittances from workers _ 
abroad are becoming a major asset to the economy. While problem 
areas continue to give cause for concern, they are not insoluble. 
Given a continuation of a generally favorable political climate, 

the Thai economy should not experience undue difficulty in surmounting 
its present problems and continuing its enviable record of growth 

and development. 





THAILAND - KEY ECONOMIC INDICATORS 


All values in U.S. $ million and 
represent period averages unless 
otherwise indicated 


Exchange Rate:US$ 1.00=620.42 79/78 


INCOME, PRODUCTION , EMPLOYMENT 
GNP at Current Prices 18,660 21,643 
GNP at Constant (1972) Prices 11,505 12,510 
Per Capita GNP,Current Prices (US$) 424 480 
Gross Fixed Capital Formation 
at Current Prices 4,874 5,887 
Personal Income 14,793 16,995 
Indices: (1963=100) 
Agricultural Production 
Rice (Paddy) Lis. 5 144.9 
Maize 215.7 353.3 
Sugar cane 400.2 427.7 
Labor Force (in thousands) 20,477 n.a. 


MONEY AND PRICES 
Money Supply 2,169 2,591 
Interest Rates Commercial Bank Prime 1.0 1255 
Indices: 
Wholesale Price (1968=100) 199.9 209.4 
Consumer Price (Oct.64-Sept.65=100) 201.9 218.8 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves* 1,219 1,294 - 
External Public Debt Ebon 1,788 2,747 
Annual Debt Service 443 823 1,024 
Balance of Payments - 369 - 651 - 637 
Balance of Trade 1,125 1,263 2,307 
Total Exports, FOB 3,487 4,068 5,186 
Exports to U.S. 340 448 603 
Total Imports, CIF 4,612 5,331 7,493 
Imports from the U.S. 567 726 1,058 
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Main Imports from U.S.: (1978) (Mill.$): Machinery, Mechanical Appliances 
and Parts (100.8), Electrical Machinery (102.2), Cotton (59.9), 
Fertilizer (37.0), Tobacco (33.8), Iron and Steel (51.8), Vehicles (19.4) 


Footnote: *Net Foreign Exchange Position 
Sources: National Economic and Social Development Board; Bank of Thailand; 
Business Economic Department; National Statistical Office 





POLITICAL SITUATION 


Following national elections April 22, a partially elected and 
partially appointed Parliament gave retired General Kriangsak 
Chomanan a mandate to form a new government. The selection of a 
new Cabinet proved unexpectedly difficult and time consuming. 

In the end a compromise had to be made between choosing perhaps the 
most qualified for certain posts and maintaining the cohesiveness 
of the Prime Minister's political support. This meant that for 
the so-called Economic Cabinet the Prime Minister ended up taking 
the portfolios of Finance and Agriculture for himself and without 
naming a Deputy Prime Minister for Economic Affairs. Although 
some of the other Cabinet posts were filled with highly regarded 
businessmen, there has been continuing criticism that the country 
has lacked economic leadership. There are indications, however, 
that the Prime Minister continues to seek both competent and 
politically acceptable candidates to fill high-level economic 
positions in this government. The economic situation has been 
exacerbated due to the oil price increases and the tight money 
situation that has caused an increasingly high inflation rate and 
economic dislocations. Without conceding that the government 

can no longer shield the country from changes in the worldwide 
economic climate, elements of the Thai public, press and 
Parliament have mounted increasing attacks against members of the 


Kriangsak government. These culminated in early October in a 
noisy no confidence debate against certain members of the 

Cabinet. Drawing on its support in the appointed Senate, however, 
the government easily defeated the no confidence vote. 


Concurrent with high energy costs and tight money, the government 
has had to cope with tides of refugees coming across the Lao and 
Cambodian borders in addition to some further Vietnamese boat 
refugees. The Vietnamese invasion and takeover of much of 
Cambodia in January added greatly to the government's administrative 
and political problems and raised Thai concerns about the ultimate 
intentions of Vietnam toward Thailand. While there are no 
indications that the Vietnamese intend to invade Thailand, the 
Kriangsak government is taking prudent steps to step up its 
defense measures. In trying to cope with the problems forced 

upon it from outside its borders, the government has been unable 
to devote adequate attention and resources to some of its more 
long-standing internal problems. In this sense the "Kriangsak 

II" (post election) administration suffers by comparison with the 
Kriangsak I government. 





THE ECONOMY 


Though beset by the same problems of energy cost and expensive 
financing of energy imports that affect other non-oil producing 
LDC's, the Thai economy has continued to show strong growth and 
resiliency. Last year's real growth rate of 8.7 percent will 

be difficult to duplicate, but indications are that the economy 
will still reach a healthy 6 percent growth this year despite 

the above-mentioned difficulties. The agricultural sector is 
having another bumper crop year with real growth likely to be just 
under 5 percent. Agricultural exports, especially rice, are very 
strong and likely to reach record levels. Likewise the industrial 
sector (while not duplicating the 12 percent growth rate of 1978) 
will reach real growth of 10 percent in 1979. The construction 
industry along with fishing and transportation have periodically 
experienced difficulties due to shortages of diesel fuel and 
subsequent hoarding when supplies have been available. The 
construction industry is additionally hobbled by a growing tight 
money situation that is cutting back new construction starts and 
by occasional shortages of cement and skilled labor. Increasing 
foreign employment of Thai construction workers is beginning to 

be felt in the domestic construction industry even if the 
remittances give a much needed boost to inflows of foreign 
exchange. Criticism has continued that the construction industry 
has been overheated due to the extraordinary demands for modernized 
marketing and luxury residential structures. The problem is, of 
course, trying to make sure that any cutbacks in this industry 

do not come at the expense of major developmental and infrastructure 
projects. Nevertheless these factors, along with the attempt on 
the part of some businesses to maintain or increase their profit 
margins act in concert to boost the inflation rate now expected 

to reach 13-15 percent by the end of the year. For an economy 
that has enjoyed historically very low rates of inflation, the 
problem of coping with double digit inflation represents a serious 
challenge to the government and business community. Government 
efforts to dampen if not prevent "unjustified" price increases and 
mediate between consumers and retailers are very time consuming 


and are provoking increasing criticism of the government by both 
sides. 


BALANCE OF PAYMENTS 


Thailand's increasingly difficult balance of payments situation is 
becoming a serious and perhaps intractable economic problem. The 

trade deficit is expected to reach some $2.3 billion in 1979, 

a hefty 82 percent increase over 1978. The 1978 increase was a 
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modest 12 percent increase over 1977. With increased inflows 
from tourism, foreign workers' remittances, etc. the current 
account deficit, however, is expected to remain in the $600-700 
million range. For 1979 oil imports alone will cost some $1.74 
billion which is almost 23 percent of its total import bill. 
This is compared with $1.1 billion spent in 1978; a 58 percent 
increase. The remainder of the import bill will be heavily weighted 
with capital imports and industrial goods. Thus despite an 
estimated 27 percent increase in export earnings in 1979 due 
largely to a good agricultural year plus good commodity prices 
the trade deficit continues to grow. 


As previously mentioned, with a good credit rating, a low debt 
service ratio, and a high level of development loans, Thailand 
will likely experience little difficulty in financing the current 
account deficit without having to resort to drawing down on its 
foreign exchange reserves. Net foreign exchange reserves are 
presently about $2 billion. Indications are that the Thai 
Government will also make use of its IMF drawing rights during 

the current fiscal year. Government authorities are increasingly 
concerned that import growth will continue to exceed that of 
exports. Although further curtailment in luxury imports are 
hinted at from time to time, the high energy and capital equipment 
components in the import bill allow very little import compression. 
The government's strategy, therefore, seems to be concentrated 

on implementing investment in export-oriented industries that are 
both labor intensive and use Thai-produced components or raw 
materials. This implies some curtailment of import substitution 
industries which up to now have attracted the major industrial 
investment in Thailand. A change, however, in investment strategy 
would only exacerbate the trade deficit problem in the short to 
medium term. To be successful, the new strategy must be in place 
before the rising debt service ratio begins to have an adverse 
affect on the country's ability to contract new loans--especially 
at the favorable rates it now enjoys. 


BANKING AND FINANCE 


In response to changes in international interest rates, the Bank of 
Thailand raised its discount rate from 10.5 to 12.5 percent in 
November of 1978. The Bank has now become a target for increasing 
criticism of the tight money situation in the country. The 
intentionally expansive monetary policy initiated by the Thai 
Government some 2 years ago resulted in an investment and 
speculative boom that is only now beginning to slow down. Accelerated 
investment into plants, commercial facilities and housing have 
placed a heavy demand on Thai financing institutions. At the 

same time the stock exchange and the then unregulated finance 
companies became vehicles for speculative investment and drew 





funds away from the banking institutions to the point that further 
investment in some less renunerative (but more essential) projects 
became difficult. Some pressure was relieved in May when the 
government temporarily lifted the tax on interest remitted for 
foreign loans. But international interest rates continued to 
increase and domestic financial institutions (who are statutorily 
limited on the interest they can charge and pay on domestic 
transactions) have been losing money to "unorganized" or 

informal money markets. Although accurate estimates of the size 
of these markets are lacking, they have been described as substantial. 
The Bank of Thailand has consistently refused to make sizeable 
volumes of credit available, pointing out that the money supply 

in the economy was already sufficient and that creation of new 
credit would only exacerbate problems of inflation and payment 
balance. Nevertheless, by September banks were reporting that the 
tight currency situation was becoming a serious problem. Small 
and medium-sized businesses were finding it increasingly difficult 
to finance their inventories. Additionally there were indications 
there would not be sufficient liquidity in the banking system to 
finance the year end agricultural crops. Accordingly in mid- 
September the Thai Government announced a series of measures 
designed to alleviate if not remedy the tight money situation. 
These included a 12-month extension (until September 30, 1980) 
of the period when tax on interest from foreign loans will be 
exempted; raising by 1 percent (4.5 to 5.5 percent) nominal 
interest on saving deposits and on time deposits (8 to 9 percent); 
the 12 percent ceiling on interest on foreign deposits was abolished 
and allowed to float; the 12.5 percent interest rate ceiling on 
loans by commercial banks for industrial and mining purposes will 
be abolished and the interest rate allowed to float,and 

minimum denomination of finance company promissory notes will be 
reduced from $2,500 to $500. However, as real interest 
rates continue to be negative, it will likely take 
something more than these measures to draw the Thai de- 
positor back to regular financial institutions, 


The move of depositors from commercial banks did not begin with the 
most recent rise of the unorganized money market. The Stock 
Exchange of Thailand (SET) over the past few years has seen a 
speculative fever that was only marginally subdued by the financial 
collapse of a major finance company. To its credit the Thai 
Government decided not to save the stockholders of the company 

from considerable losses at public expense. The sobering shock 
from this episode appears to have had only a limited effect. On 
the other hand, so long as the return on deposits is exceeded by 
the inflation rate, the depositors, the banking system and the 
government will continue to be faced with a difficult dilemma. 





Among the achievements of the Kriangsak I government and 
its appointed Parliament was the passage of several pieces 
of legislation directly affecting the business community. 
These include the Commercial Banking Amendment Act, 
Finance Company Act, Public Companies Act, and a new patent 
law. The Commercial Banking Amendment Act, which specifically 
excluded branches of foreign banks, requires banks 
(heretofore largely family institutions) to troaden their 
stockholder base over a period of time. The Act also 
better defines and regulates banking practices and makes 
them more subject to central bank monetary policies. The 
Finance Company Act tightened up previous laws regulating 
finance companies, subjecting management to closer public 
scrutiny, as well as broadening public participation 

in the companies. Unlike the Banking Act, however, 
foreign-owned finance companies are not exempted from re- 
quired majority Thai national participation in the company 
stocks after a 7-year period. The affected foreign-owned 
organizations, including several American firms, are 
finding these later provisions troublesome since they must 
decide whether after 7 years a minority participation in 
their companies would be workable. 


ENERGY DEVELOPMENTS 


After what was an excessive period of protracted negotiations, 
the Gulf of Thailand Natural Gas Project now seems to be 
moving and hopes are high that the first gas will be flowing 
by October 1981. The old NGOT organization (Natural Gas 
Organization Thailand) was dissolved and its function has 
been taken over by the recently created Petroleum Authority 
of Thailand (PTT). Japanese suppliers have won the con- 
tract to supply the pipe while a joint U.S./Dutch firm has 
won the contract to coat the pipe. Meanwhile tenders for 
laying the onshore and offshore portions of the pipeline 
probably will have been let by the time this report is 
published. Union Oil, one of the two U.S. concessionaires 
for supplying the natural gas, has come to terms with the 
Thai Government on a price for the gas from one of its con- 
cession areas and is now rapidly concluding negotiations 
with the Royal Thai Government for the gas from a second, 
more recent discovery. The other concessionaire, Texas- 
Pacific, has yet to reach a satisfactory agreement with 

the Thai Government on the price of the gas from its con- 
cession area. 
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When the gas comes on stream it will initially be largely 
used for generating electricity. The gas supply by 1984 
will supplant 15 to 20 percent of Thailand's projected 
imported fuel costs. In addition to electricity 
generation, there are indications that Thai authorities 
will be looking into other uses of gas such as direct 
industrial applications, fertilizers, LPG and other by- 
products. Prospects are good that sufficient reserves 

of gas exist in the Gulf of Thailand to provide a much 
needed developmental thrust to several industrial sectors 
as well as materially improve the eastern seaboard 
regional economy. 


In a similar vein the Government of Thailand is examining 
offers to set up plants to produce fuel alcohol. Thailand, 
being a large producer of sugar, manioc, rice and feed 
grains, is considered ideally situated to take a regional 
lead in this field. 


Of more immediate concern are fuel prospects for the 
near-term. Thai officials have been making a number of 
trips to the Near East, China and Malaysia to assure a 
supply of petroleum on a government-to-goverrment basis. 
Thailand and Indonesia have recently concluded a government -to- 
government crude oil sale which will provide about 5,000 
barrels of crude per month to Thailand in 1980. However, 
intermittent shortages of highly critical diesel fuels are 
expected to hamper the Thai economy. The Government is 

expected to decide soon to go ahead with the expansion of 

the nation's refining capacity by constructing a new refinery. 

But even after this decision is made, it will be 3 years before 
refinery can be completed. ESSO, along with two other existing 
refineries, also have expansion plans awaiting government 
approval. ESSO's expansion could be completed within 18 months 
after getting the go-ahead. 


LABOR SITUATION 


Again there have been signs of incipient labor unrest. In 
each case, however, the trouble has been brief and has 
quickly subsided in the face of stiffening government action. 
The government continues to react to these flareups with 
measured patience, generally giving workers a chance to air 
their grievances before applying pressure on them to resume 
their work. One wildcat strike, however, by railroad 
locomotive engineers who struck suddenly and illegally when 
one of their colleagues was suspended for involvement in a 
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major train crash did assume serious proportions. This 
strike, which stranded thousands of commuters, was brought 
to a halt but only under considerable government pressure. 
Labor lost sympathy and support from both the public and 
press as a result, even if only a small part of the movement 
participated. 


In wake of the across-the-board increases in fuel prices 
last summer, labor leaders coordinated a request for the 
government to increase the minimum wage from $1.75 to $3.00 
per day.’ It was decided that a $3.00 settlement 

would be inflationary and the government finally settled 

on a $2.25 per day minimun. Although there were some 
protests, the new level appears to have been accepted by 
both labor and industry as a reasonable compromise. A 
major enforcement problem remains in bringing wages in 

many small-to-medium-sized shops up to this minimal level. 


Prospects are good for continued overall labor tranquillity 
interrupted from time to time by non-violent demonstrations 
or brief strikes. 


IMPLICATIONS FOR U.S. BUSINESS 


As indicated earlier, Thailand continues to import capital 
equipment and industrial products at a high level. Even 
with the present tight money restrictions and greatly 
increased interest rates, a fast pace continues in setting 
up new production and trade facilities. Although the 

boom in the establishment of import substitute industries 
may be fading, there is considerable interest in new hotels, 
modern medical equipment, business equipment including 
mini-computer systems, and other business and consumer 
services to serve and support an increasingly sophisticated 
economy. The Thai Government indicates it will be giving 
increasing support to export-oriented industries, and 
especially those industries that will be using Thai raw 
materials and labor to produce for the export market. In 
fact Thailand's prosperity will be highly dependent on the 
success of this program. Thailand will have major support 
from multilateral banks and bilateral donors in its effort 
to bring its agricultural sector to the point where it can 
effectively support an expanding export-oriented industrial 
sector. Opportunities will continue to expand for sales of 
industrial, consumer, tourism and agro-business-oriented 
equipment and services. Largely bureaucratic problems 
continue to exist for American investment in Thailand. 

They are manageable and for the most part well worth the 
opportunity to participate in the growth of this still 
burgeoning economy. 


* U., S. GOVERNMENT PRINTING OFFICE : 1980--311-056/231 











